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Key points from Ch1-Ch18
• Cost function, esp. regression analysis
• Overhead costs allocation
• Decision making
• ABC
• Process costing
• Spoilage, Rework and Scrap
• Period Costs Allocation
• Joint Costs Allocation and Account for By-product
• Variance Analysis
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Spoilage, Rework and Scrap

• Job costing and spoilage
Normal spoilage: 

attribute to a specific job or all jobs
Abnormal spoilage:

record as loss of abnormal spoilage
• Process costing and spoilage

including EU of spoilage
• Rework account for
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Spoilage, Rework and Scrap

• Concept of EU

• PETCAT steps for preparing cost report
esp.
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Summary of Journal Entries
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Period Costs Allocation

• Support department costs allocation
- direct method: ignore other SDs 
- step-down method: partially allocate to other SDs

(Decide the order first) 
- reciprocal method: totally allocate to all SDs

(Simultaneous Equations)

• Single- or dual- rate allocation 
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Costs of Joint Products and By-products

• Costs of Joint product’s allocation
- Based on physical output: prerequisite-same measure
- Based on market value

1) sales value at split point;
2) NRV: not selling at split point 

NRV= final selling price - separate costs
3) CGM_NRV: not selling at split point                                   

same overall GM%
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Costs of Joint Products and By-products

• Sell or process further decision

- ? incremental revenue >Separate costs>0
=(Final sales value – Sales value at split-off) > Separate costs

• By-products costs
- recognized at time of sale: Sales method

ignore by-products costs before selling
no ending-inventory; record other income/or reduce COGS

- recognized at time of production: Production method
main-product costs are deducted by by-product costs;
record ending inventory for by-product
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Variance Analysis

Static-Budget Variance

Flexible-Budget Variance Sales-Volume Variance

Price Variance Efficiency Variance

Level 2

Level 3

Mix Variance Yield Variance

Level 4

Level 1

Sales-Mix Variance Sales-quantity Variance

Market-Size
Variance

Market-Share
Variance
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Variance Analysis
Static and Flexible Budgets

• Operation budgets- Static (Master) budgets & 
Flexible budgets

• How to make Flexible Budgets?

• ABC and variance analysis
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Variance Analysis
• General model of Variable Cost Variances (DL, DM, VOH)
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AP x AQ
BP x BQABP x AQ

VP = [AP –BP] x AQ

VE = [AQ –BQA] x BP

V mix = [Ai% –Bi%] x AQ total x BP i V yield = [AQ total–BQA total ] x  Bi% x BP i

DM:
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Variance Analysis

• FOH variances are different from the general 
model

Vs =  FOH actual - FOH estimated

Vpv =  FOH estimated - FOH allocated

= (BQ allocation base - BQA allocation base ) x BR
if BQ allocation base > BQA allocation base   Unfavourable
if BQ allocation base < BQA allocation base   Favourable
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Variance Analysis
• Profitability-related variance analysis
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Static BudgetFlexible BudgetActual

VSP=[AP – BP]/unit x AQ

VSV=[AQ – BQ] x BCM/unit

VS mix=AQ total x [Ai% – Bi%] x BCM i /unit

VSQ=[AQ total – BQ total] x Bi% x BCM i /unit

Internal

V share=[AM% – BM%] x AM total sixe x BACM/unit

V size=[AM – BM]total size x BM% x
BACM/unit

External
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Good Luck!

Happy Holidays!


